We investigated the association between the readability of annual report and the cost of equity capital (COE). This study focuses on the relationship between the readability of annual reports and the cost of equity capital. The expectation of the hypothesis is that there is a negative association between the readability of an annual report and the COE. This negative association implies that a better readability (lower FOG index) leads to a lower COE. This thesis provides evidence that a higher FOG index leads to increase in COE, which means less readable and understandable annual reports. This is consistent with our expectations. The coefficient is very high, however, and this relationship is significant. 
INTRODUCTION
The research on the impact of information disclosure on the cost of equity capital of the company has very profound implications for listed companies and regulators. However, the link between disclosure level and cost of equity capital is often unclear, especially in developing countries. In this chapter we will discuss another issue that relates to, first, the research on the relationship between the readability of annual report and the cost of capital. Through empirical tests, this paper proves that high readability of financial reports can indeed reduce the cost of corporate equity capital, which provides an intrinsic motivation for enterprises to disclose relevant information.
Literature review High concentration of equity will have a certain impact on the operation of listed companies. On the one hand, when the equity is highly concentrated, the listed company is usually controlled by the controlling shareholder. At this time, there exists both the benefits convergence effect and the effect of profit appropriation between the major shareholder and the small shareholder, and the shareholder and the company management also exist. On the issue of entrusted agency, shareholders as principals tend to increase their supervision over management to achieve the goal of reducing the company"s cost of equity capital. However, due to the existence of regulatory costs, dispersed minority shareholders are unable to profit from costly supervision and have the benefit of ownership. Large shareholders with more shares can obtain greater benefits from supervision than small shareholders (Shleifer & Vishny, 1997) . On the other hand, the real supervisory function of the company is generally the company's major shareholder. Therefore, the major of shareholders has a higher degree of participation in the company's operations management process and have more corporate information, so that it has to increase itself by increasing the cost of equity capital. The tendency and approach of interest.
For investors, the cost of capital is the minimum required rate of return, which is proportional to the level of risk in the investment project. For enterprises with the high readability of information disclosure, investors are also more likely to obtain information on their operations, finances, etc. This information helps managers and investors identify the readability of investment projects, and thus investors" future returns on such enterprises. The uncertainty is low and the expected risk is small. Since the required rate of return required by investors is proportional to the predicted level of risk, rational investors require a lower cost of capital for companies with the higher readability of information disclosure than those with the lower readability of information disclosure. That is to say, companies with the higher readability of information disclosure will face lower capital costs. Compared with financial information, non-financial information, as an important part of voluntary information disclosure, contains a large amount of information on internal operations and future development prospects. ) provided the first direct evidence of a negative correlation between firm transparency and the cost of capital; (Welker, 1995) found that there is a clear negative correlation between the company's financial disclosure level and the company's bid-ask spread and cost of debt capital Relationship, which further demonstrates that the lower the bid-ask spread in the securities market is, the smaller the information asymmetry in capital cost is. In (Sengupta, 1998) , the disclosure also helps to reduce the cost of issuing bonds. (Healy, Hutton, & Palepu, 1999) 
Theoretical analysis and hypotheses
In the capital market, capital cost is the required rate of return required by the company's investors. If the company"s return on investment exceeds the requirements of the investor, it will attract more investors to purchase the company's stock, and the stock price will rise. Shareholder wealth will increase. For investors, the required rate of return required by the investor is related to the company's risk level. If the company's operating risk, financial risk, etc. are higher than other companies, the investor's uncertainty about the future of the company will increase. Investors have also increased their required rate of return for their requirements. From the company's point of view, increasing information disclosure is a measure to reduce the investor's risk premium.
This put forward the research hypothesis: H: The higher the readability of nonfinancial information disclosure, the lower the cost of equity capital.
Model specification and variables definition
According to the above discussion, due to the information asymmetry between internal operators and external investors, rational investors will require higher investment returns based on expected risks and liquidity. As a result, the cost of equity capital required by enterprises will increase. Moreover, improving corporate transparency will also help improve the corporate governance structure and increase operating efficiency. This reduces business costs. This article expects a significant negative correlation between the two and proposes hypotheses. Based on the assumptions, multiple regression analysis is used to establish the model. The dependent variable in this paper is the cost of equity capital, which is expressed in terms of COE. Based on this, this paper selects the PEG model as an estimation model for the cost of equity capital. The PEG model first proposed by (Easton, 2004) to measure the cost of equity capital. The specific calculation method is shown in the equation below:
Where is r PEG represents the cost of equity capital calculated according to the PEG model; EPS2 represents the forecast of earnings per share after two years based on the current period; EPS1 represents the forecast of earnings per share after one year based on the current period, and P0 represents stocks of the current period. price. The PEG model requires EPS2≥EPS1.
Research Method
This paper chooses the annual reports of Shenzhen Stocks Exchange listed companies as the research sample, in which the assets and liabilities, the income statement and other data files are from the "CSMAR database", and the annual reports will be downloaded from CNINFO website. For this purpose, I will make some adjustments to the financial reports and change the format of the files, and then extracting the words from the text using some of the codes used by Python. After modifying the documents and converting the PDF files to text files, the next step is to convert the qualitative data to quantitative data to facilitate statistical analysis. In the statistical analysis we use several tests to achieve the objective assigned to it, see Table 1 Transfer, Extract and read the annual reports PDF to TXT. count text analyses the readability of annual reports. Transfer the reports from language reports to numerical using difference scripts for this purpose. Table 6 -2 shows the descriptive statistics for major variables. It can be seen that the mean of the cost of equity capital calculated according to the PEG model is 0.0580, with a standard deviation of 0.0188, the minimum value is 0.0189, and the maximum value is 0.128. The mean of fog index is 14.31, the median was 21.87, 
Descriptive statistics of Readability and cost of equity capital

Correlation analysis of Readability and cost of equity capital
Before the regression analysis, firstly, in this section analyses the correlation between variables, and makes a preliminary understanding of the relationship between annual report readability (Fog Index) and cost of equity capital. As can be seen from Table 6 -3, the correlation coefficient between the fog index of the sample companies and the cost of equity capital НАУЧНЫЙ РЕЗУЛЬТАТ. ЭКОНОМИЧЕСКИЕ ИССЛЕДОВАНИЯ RESEARCH RESULT. ECONOMIC RESEARCH is positive (increase in Fog index low readability), with a coefficient of 0.139**, which proves that there is a negative correlation between the readability and COE. The increase in the level of annual report readability can reduce the cost of equity capital, which is consistent with the previous expectations of this paper.
The maximum coefficient between each variable is 0. 560, other coefficients are less than 0.5, indicating that there is no serious multicollinearity problem among the variables, that is, regression analysis can be performed on this model. 
Empirical results
As shown in the regression results in Table 6-4, The regression coefficients show that the Fog index and length are significantly positively with cost of equity capital (the readability of annual report is significantly negatively correlated with the cost of equity capital), and the regression coefficient is respectively 0.0210 at level 1% and 0.00340 at level 5%. That is to say, the non-financial information disclosure of a company can significantly reduce the cost of equity capital of the company, which proves the hypothesis 3. The regression results of various coefficients show that the company size is significantly negative with cost of equity capital which means that more readability in the big companies reduce the cost of the capital more than the small size companies. Consistent with this, it shows that the cost of corporate equity capital with high profitability is not necessarily low. Easton (2004) . Readability is the Fog Index (FI) calculated as (words per sentence + percent of complex words) * 0.4. Length should calculate as neutral logarithm of total words in annual report. ROE is net income before extraordinary items, scaled by the beginning-of-period market value of equity. Beta is to measure of systemic risk, it represents the degree of contribution of stock risk to market risk, calculated according the CAPM model, Ri = Rf + β(Rm-Rf). Loss variable is net profit, this takes the value of 1 if a firm reports profit and 0 otherwise. Size, this measures the company's natural logarithm of total assets at the end of the previous fiscal year. Growth variable natural logarithm operating revenue. Book to market (BTM) is the total shareholder equity divided by total market value. FR is financial risk which calculated as Leverage = total liabilities divided by total assets. OR, operation risk refers to the uncertainty of future business operations. Turn, Total asset turnover rate, the total capital turnover rate refers to the ratio of sales revenue to average total capital. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. Table 6 -4 is the result of the multiple regression when the readability of the annual report is measured by Fog index and length of the report. It can be seen that the readability of the annual reports measured by the two methods is significantly negatively correlated with the cost of equity capital calculated based on which fully demonstrates that the more annual reports readable can reduce the risk level and uncertainty of the investor to the enterprise. The expectation, thus obtaining a lower cost of equity capital, is consistent with the aforementioned analysis based on the cost of ex post equity capital, assuming that H3 is verified and supported. In addition, from the regression results in Table 6 In this section, we run a regression of sensitivity tests to examine whether our main evidence in Table 6 -4 that readability of annual reports decreases the cost of equity capital is robust to alternative analysis and model specifications, and endogeneity, among other sensitivity checks. Overall, the results from these sensitivity tests reported in Tables 6-5 are not materially different from those of the main analysis.
the OJ model that was proposed by (Ohlson, 1995) , due to the relatively small amount of prediction data and artificial estimates that need to be used, is therefore simple to calculate. It has been widely used in the theoretical and practical worlds and has been widely used since then. Considering the accuracy of model estimation and the operability of data collection, this paper uses the OJ model to measure the cost of equity capital. The formula is as follows: P 0
Where, eps1 and eps2 are calculated using the average of the forecast values of each securities analyst institution in the CISMAR Database; P 0 represents the closing price of the stock, dps1 is the forecasted dividend per share for the first year. Dps1 = eps1×k,k represents the dividend payment rate.
In this section we design a model based on OLS regression test. The results are shown in Table 6 -5. the higher the readability of information disclosure, the lower the cost of equity capital of the company. The significance levels of this effect are 5%. Hypothesis 4 is validated and further clarified that the overall increase in financial reporting transparency has a significant impact on reducing the cost of equity capital. (Ohlson, 1995) a measure of the cost of equity capital. Readability is the Fog Index (FI) calculated as (words per sentence + percent of complex words) * 0.4. Length should calculate as neutral logarithm of total words in annual report. ROE is net income before extraordinary items, scaled by the beginning-of-period market value of equity. Beta is to measure of systemic risk, it represents the degree of contribution of stock risk to market risk, calculated according the CAPM model, Ri = Rf + β(Rm-Rf). Loss variable is net profit, this takes the value of 1 if a firm reports profit and 0 otherwise. Size, this measures the company's natural logarithm of total assets at the end of the previous fiscal year. Growth variable natural logarithm operating revenue. Book to market (BTM) is the total shareholder equity divided by total market value. FR is financial risk which calculated as Leverage = total liabilities divided by total assets. OR, operation risk refers to the uncertainty of future business operations. Turn, Total asset turnover rate, the total capital turnover rate refers to the ratio of sales revenue to average total capital. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1.
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Being underestimated, making the accuracy of the estimator exaggerated falsely, affecting the robustness of the research conclusions, and at the same time solving the problem of missing variables that do not change with time and individuals, this paper also adopts a bidirectional fixed effect model of panel data (both considering individual fixed effects, again considering the time-fixing effect) performed a regression as a supplement and verification. The panel fixed effect regression results are shown in Table 6 -5. It can be seen that the cost of equity capital calculated based on the OJN model is still significantly positively correlated with the Fog index and length, which means that high fog index (low readable) increase the cost of capital and when the annual reports longer will increase the cost of the capital. This shows that the company's active commitment to annual report readability can reduce the cost of equity capital, and the aforementioned mixed regression results are robust.
Endogeneity analysis According to econometrics, variable metric errors and missing important variables will cause the explanatory variables in the model to be related to stochastic disturbance terms (ε i ), generate endogenous problems, and affect the robustness of the research conclusions. In this section we use instrumental variables trying to mitigate endogeneity. The method was tested for robustness to increase the validity of the conclusion.
Due to the complexity of the cost of equity capital, it is difficult to include all the influencing factors in the aforementioned model. The important missing variables are an important factor that leads to the endogeneity problems in this study. In addition, higher cost of equity capital would encourage companies to adopt a more readability. Therefore, the cost of equity capital may also affect the performance of companies, leading to a link between readability and cost of equity capital. Therefore, the commonly used instrumental variable test method is two-stage least squares (2SLS). 2SLS is the most efficient under the assumption of spherical disturbance. Considering that the data in this paper is short panel data, there may be some time-series autocorrelation problems in the disturbance items, and 2SLS method is selected for the instrumental variable test method. The instrumental variable test results are shown in Table 6 -6. Easton (2004) . Readability is the Fog Index (FI) calculated as (words per sentence + percent of complex words) * 0.4. Length should calculate as neutral logarithm of total words in annual report. FI_industry, FI_location, length_industry and length_location are the instrumental variables, FI_p is prediction of fog index variable, length_p is the prediction of length of annual report. ROE is net income before extraordinary items, scaled by the beginning-of-period market value of equity. Beta is to measure of systemic risk, it represents the degree of contribution of stock risk to market risk, calculated according the CAPM model, Ri = Rf + β(Rm-Rf). Loss variable is net profit, this takes the value of 1 if a firm reports profit and 0 otherwise. Size, this measures the company's natural logarithm of total assets at the end of the previous fiscal year. Growth variable natural logarithm operating revenue. Book to market (BTM) is the total shareholder equity divided by total market value. FR is financial risk which calculated as Leverage = total liabilities divided by total assets. OR, operation risk refers to the uncertainty of future business operations. Turn, Total asset turnover rate, the total capital turnover rate refers to the ratio of sales revenue to average total capital. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1.
From Table 6 -6, we can see that the first stage is based on the regression analysis of Fog index as a dependant variable and Fog_industry and Fog_location as the explanatory variables. The results show that the instrumental variables (IV) and Fog significantly positive correlation, which means low readable annual report will increase the cost of equity capital; the second phase is based on the cost of equity capital as the response variable, and the predicted value of Fog index (FI_predict) obtained in the first phase as the explanatory variable. As a result of the regression, the regression results of the twostage model the 2SLS model indicate that the firm's capital costs r peg are significantly positively correlated with the FI_predict (which means significantly negative with annual report readability), which fully accounts for the endogenous nature of missing variables and congruence. Therefore, the annual report readability is still significantly negatively correlated with the cost of equity capital. The test results of instrumental variables are consistent with the aforementioned conclusions.
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RESEARCH RESULT. ECONOMIC RESEARCH CONCLUSION However, the above studies were conducted in the environment of the securities market in developed countries, and whether the results were established in the securities market of a developing country remains to be further tested. Specifically, in China's stock market, does disclosure have the same impact on reducing the cost of equity capital? The answer to the question does not seem obvious. On the one hand, if the low transparency company's securities are an important part of the portfolio of investors' holdings, then the investor's predicted risk will be non-dispersible (Clarkson et al, 1996) . Compared with the securities market in developed countries, it is clear that the quality of accounting information disclosure in China's securities market is lower, which indicates that the proportion of low-transparency corporate securities in the securities portfolio held by investors is relatively higher, which makes investors more difficult to disperse. Predict risk. Therefore, the marginal benefit of lowering the cost of equity capital by improving the quality of information disclosure in China's securities market may be greater than that of developed countries. On the other hand, due to the backwardness of the investor protection system in China's securities market, the truthfulness and timeliness of information disclosure are greatly affected.
Suspect, therefore, investors may not care about the expected information about the company's future value, thereby weakening the impact of disclosure on reducing the company's equity capital costs.
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